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Independent Auditor’s Report

To the Shareholders of Churchill Falls (Labrador) Corporation Limited

Opinion

We have audited the financial statements of Churchill Falls (Labrador) Corporation Limited (the
“Company”), which comprise of financial position as at December 31, 2021, and the statements of
profit and comprehensive income, changes in equity and cash flows for the year then ended, and
notes to the financial statements, including a summary of significant accounting policies (collectively
referred to as the “financial statements”).

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the Company as at December 31, 2021, and its financial performance and its cash
flows for the year then ended in accordance with International Financial Reporting Standards (“IFRS").

Basis for Opinion

We conducted our audit in accordance with Canadian generally accepted auditing standards
(“Canadian GAAS"). Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are independent of
the Company in accordance with the ethical requirements that are relevant to our audit of the financial
statements in Canada, and we have fulfilled our other ethical responsibilities in accordance with these
requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Responsibilities of Management and Those Charged with Governance for the
Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRS, and for such internal control as management determines is necessary to enable
the preparation of financial statements that are free from material misstatement, whether due to
fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s ability
to continue as a going concern, disclosing, as applicable, matters related to going concern and using
the going concern basis of accounting unless management either intends to liquidate the Company or
to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting
process.



Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with Canadian GAAS will always detect a material misstatement
when it exists. Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic decisions of users
taken on the basis of these financial statements.

As part of an audit in accordance with Canadian GAAS, we exercise professional judgment and
maintain professional skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

e Conclude on the appropriateness of management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the Company’s ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention in
our auditor’s report to the related disclosures in the financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to
the date of our auditor’s report. However, future events or conditions may cause the Company to
cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and
events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

KQolotts (1P

Chartered Professional Accountants
March 21, 2022



CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED
STATEMENT OF FINANCIAL POSITION

As at December 31 (thousands of Canadian dollars) Notes 2021 2020
ASSETS
Currentassets
Cash 99,813 97,073
Restricted cash 313 274
Tradeand other receivables 5 26,487 21,050
Inventories 6 18,791 18,220
Currentportionofreserve fund 8 9,696 4,208
Prepayments 3,117 3,095
Total current assets 158,217 143,920
Non-current assets
Property, plantandequipment 7 841,843 801,200
Intangible assets 585 661
Investmentin jointventure 1,170 1,976
Reserve fund 8 56,530 54,279
Total assets 1,058,345 1,002,036
LIABILITIES AND EQUITY
Currentliabilities
Tradeand other payables 9 38,833 48,668
Rental and royalty payable 19 9,154 6,546
Current portionof deferred contributions 10 701 690
Total currentliabilities 48,688 55,904
Non-current liabilities
Deferred contributions 10 7,822 8,533
Decommissioning liabilities 11 619 1,000
Employee future benefits 12 33,001 36,899
Total liabilities 90,130 102,336
Shareholders' equity
Share capital 13 82,900 82,900
Contributed capital 8,195 8,195
Reserves (1,005) (5,111)
Retained earnings 878,125 813,716
Total equity 968,215 899,700
Total liabilities and equity 1,058,345 1,002,036

Commitments and contingencies (Note 20) and Subsequent event (Note 23)

See accompanying notes

On behalfofthe Board:

DIRECTOR

Hin [P




CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED
STATEMENT OF PROFIT AND COMPREHENSIVE INCOME

For the year ended December 31 (thousands of Canadian dollars) Notes 2021 2020
Energysales 111,534 106,241
Guaranteed winter availability 37,679 36,990
Net financeincome 14 2,100 1,821
Other revenue 15 24,990 691
Revenue 176,303 145,743
Operating costs 16 58,930 58,299
Depreciationandamortization 30,723 30,456
Other expense 17 10,231 8,312
Shareofloss of jointventure 806 47
Expenses 100,690 97,114
Profitfor theyear 75,613 48,629
Other comprehensive (loss) income for theyear

Net fair value (loss) gainon reserve fund (1,636) 1,676

Actuarial gain(loss) on employee benefits liability 5,742 (271)
Other comprehensiveincome fortheyear 4,106 1,405
Total comprehensiveincome fortheyear 79,719 50,034

See accompanying notes



CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED
STATEMENT OF CHANGES IN EQUITY

Employee
Share Contributed Fair Value Benefit Retained
(thousands of Canadian dollars) Note Capital Capital Reserve Reserve Earnings Total
Balance at January 1,2021 82,900 8,195 2,238 (7,349) 813,716 899,700
Profit for the year - - - - 75,613 75,613
Other comprehensive (loss) income - - (1,636) 5,742 - 4,106
Total comprehensive (loss) income for the year - - (1,636) 5,742 75,613 79,719
Preferred dividends 13 - - - - (11,204) (11,204)
Balance at December31,2021 82,900 8,195 602 (1,607) 878,125 968,215
BalanceatJanuary 1,2020 82,900 8,195 562 (7,078) 772,718 857,297
Profitfor theyear - - - - 48,629 48,629
Other comprehensiveincome (loss) - - 1,676 (271) - 1,405
Total comprehensiveincome (loss) fortheyear - - 1,676 (271) 48,629 50,034
Preferred dividends 13 - - - - (7,631) (7,631)
BalanceatDecember 31,2020 82,900 8,195 2,238 (7,349) 813,716 899,700

See accompanying note



CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED

STATEMENT OF CASH FLOWS

For the year ended December 31 (thousands of Canadian dollars) Notes 2021 2020
Operating activities
Profitfor theyear 75,613 48,629
Adjustments to reconcile profitto cash
providedfrom operating activities:
Depreciationandamortization 30,723 30,456
Amortization of deferred contributions 10 (700) (691)
Employee benefits 1,844 1,944
Loss on disposal of property, plantand equipment 991 1,760
Shareofloss of jointventure 806 47
Financeincome 14 (2,155) (1,897)
Finance expense 14 55 76
107,177 80,324
Changes in non-cashworking capital balances 22 (13,809) 11,629
Interest received 2,253 1,915
Interest paid (44) (44)
Net cash provided from operating activities 95,577 93,824
Investing activities
Additions to property, plantandequipment 7 (72,958) (63,414)
Additions to intangible assets (128) (222)
Increasein reserve fund 8 (9,375) (18,750)
Additions to deferred contributions 10 - 38
Decommissioning liabilities settled 11 (142) (37)
Proceeds on disposal of property, plantand equipment 400 -
Changes in non-cashworking capital balances 22 609 4,343
Net cash used ininvesting activities (81,594) (78,042)
Financing activities
Increasein restricted cash (39) (84)
Preferred dividends 13 (11,204) (7,631)
Net cash used infinancing activities (11,243) (7,715)
Net increasein cash 2,740 8,067
Cash, beginning of theyear 97,073 89,006
Cash, end of theyear 99,813 97,073

See accompanying notes



CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED
NOTES TO THE FINANCIAL STATEMENTS

2.1

2.2

2.3

2.4

DESCRIPTION OF BUSINESS

Churchill Falls (Labrador) Corporation Limited (Churchill Falls) isincorporated under the laws of Canada and operates
a hydroelectric generating plant and related transmission facilities in Labrador with a rated capacity of 5,428
megawatts. Churchill Falls operates under rights leased from the Province of Newfoundland and Labrador (the
Province) for 99 years, which are renewable for a further term of 99 years under the Churchill Falls (Labrador)
Corporation Limited (Lease) Act, 1961 as amended, covering the water power potential of the Upper Churchill
watershed. Energy from Churchill Falls is provided to two customers: Hydro-Québec and Newfoundland and Labrador
Hydro (Hydro). Churchill Falls is 65.8% owned by Hydro, whose parent company is Nalcor Energy (Nalcor). The
remaining 34.2% is owned by Hydro-Québec. Effective June 18, 1999, the two shareholders of Churchill Falls, Hydro
and Hydro-Québec, entered into a Shareholders' Agreement which provided, among other matters, that certain of the
strategic operating, financing and investing policies of Churchill Falls be subject to joint approval by representatives of
Hydro and Hydro-Québec. The head and corporate office for Churchill Fallsis located at 500 Columbus Drive, St. John’s,
NewfoundlandandLabrador, A1B 3T5.

SIGNIFICANT ACCOUNTING POLICIES

Statement of Compliance and Basis of Measurement
These annual audited financial statements (financial statements) have been prepared inaccordance with International
Financial Reporting Standards (IFRS) as issued by the International Accounting Standards Board (IASB).

These financial statements have been prepared on a historical cost basis, except for financial assets and financial
liabilities which have been measured at fair value through profit or loss (FVTPL) and fair value through other
comprehensive income (FVTOCI) which have been measured at fair value. The financial statements are presented in
Canadian Dollars (CAD) and all values rounded to the nearestthousand, except when otherwise noted. The financial
statements were approved by Churchill Falls’ Board of Directors on February 25, 2022.

Cash and cash equivalents and Short-term Investments

Cash andcash equivalents consist of amounts on deposit with Schedule 1 Canadian Chartered banks, as well as highly
liquidinvestments with maturities of three months or less. Investments with maturities greater than three months and
less than twelve months are classified as short-term investments.

Inventories

Inventories are carried atthelower of costand netrealizable value. Costis determined on a weighted average basis
and includes expenditures incurred in acquiring the inventories and bringing them to their existing condition and
location. Net realizable value represents the estimated selling price for inventories less all estimated costs of
completion and costs necessaryto makethesale.

Property, Plantand Equipment

Items of property, plant and equipment are recognized at cost less accumulated depreciation and accumulated
impairment losses. Cost includes materials, labour, contracted services, professional fees and, for qualifying assets,
borrowing costs capitalized inaccordance with Churchill Falls’ accounting policy outlined in Note 2.6. Costs capitalized
with therelated assetinclude all those costs directly attributable to bringing the assetinto operation.

When significant parts of property, plant and equipment are required to be replaced at intervals, Churchill Falls
recognizes such parts as individual assets with specific useful lives and depreciation rates. Likewise, when a major
inspection is performed, its cost is recognized in the carrying amount of the property, plant and equipment as a
replacement if the recognition criteria are satisfied. All other repairs and maintenance costs are recognized in the
Statement of Profitand Comprehensive Income as incurred. Depreciationcommences when the assets are readyfor
their intended use. Residual values and useful lives are reviewed atthe end of each year and adjusted prospectively,
if appropriate. Depreciation is calculated on a straight line basis over the estimated useful lives of allassets.



CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED
NOTES TO THE FINANCIAL STATEMENTS

25

2.6

2.7

The depreciation rates used are as follows:

Hydroelectricgeneration plant 7 to 100 years
Transmission and terminals 7 to 70 years
Service facilities and other 3to 55years

Hydroelectric generation plant includes the powerhouse, turbines and generators, governors and exciters, and
auxiliary systems, as well as water conveyingand control structures, including dams, dikes, tailraces, surge chambers,
penstocks and intake structures.

Transmission lines and terminal stations Plant include support structures, foundations, conductors, and insulators
associated with lines at voltages of 735, 230, and 69 kilovolt. Terminal stationassets which are used to step up voltages
of electricity for transmissionand to step down voltages for distribution, provide switching and protection functions,
andinclude auxiliarysystems. Distribution system assets include poles, transformers, insulators, and conductors.

Service facilities and other Plant include roads, telecontrol, buildings, airport, aircraft, vehicles, furniture, tools and
equipment, and the town site, including municipal water and sanitary sewer systems.

Intangible Assets
Assets thatare expected to generate future economic benefitand are measurable, including computer software and
technical service costs are capitalized as intangible assets in accordance with |AS 38 - Intangible Assets.

Intangible assets with finite useful lives are carried at cost | ess accumulated amortization and accumulated i mpairment
losses. The estimated useful life and amortization methodarereviewedatthe end of each year, with the effect of any
changesinestimate being accounted for ona prospective basis. Intangible assets withindefinite useful lives are carried
atcostlessaccumulated impairmentlosses.

Amortizationis calculated on a straight-line basis over the estimated useful lives of the assets as follows:
Computer software 7 to 10 years

Borrowing Costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are
assets thattake a substantial period of time to getready for theirintended use or sale, are addedto the cost of those
assets, until such timeastheassets are substantially ready fortheir intended use or sale. Investmentincome earned
on the temporary investment of s pecific borrowings pending theirexpenditure on qualifying assets is deducted from
the borrowing costs eligible for capitalization. All other borrowing costs are recognized in the Statement of Profitand
Comprehensive Incomeinthe period inwhichthey areincurred.

Impairment of Non-Financial Assets
Property, plantandequipment andother non-financial assets are reviewed for impairment losses whenever events or
changesin circumstances indicate that the carryingamount may notberecoverable.

Where it is not possible to estimate the recoverable amount of an individual asset, Churchill Falls estimates the
recoverable amount of the cash-generating unit (CGU) to which the asset belongs. The recoverable amount is the
higher of fair value less costs of disposal and value in use. Value in use is generally computed by reference to the
present value of future cash flows expected to be derived from non-financial assets. In assessing value in use, the
estimated future cash flows are discounted to their present value using a discount rate that reflects current market
assessments of the time value of money and the risks specificto the asset for which the estimates of future cash flows
have not been adjusted.

If the recoverable amount of an asset or CGU is estimated to beless than its carrying amount, the carrying amount of
the asset or CGU is reduced to its recoverable amount and an impairment loss is recognized immediately in the
Statement of Profitand Comprehensive Income.

-2-



CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED
NOTES TO THE FINANCIAL STATEMENTS

2.8

2.9

2.10

2.11

Investmentin Joint Venture

A joint ventureis a contractual arrangement whereby two or more parties undertake an economic activity that is
subjectto joint control. Control exists when Churchill Falls has the power, directly orindirectly, to govern the financial
and operating policies of another entity, so asto obtain benefits fromits activities. Churchill Fallsholds 33.33% of the
equity share capital of Twin Falls Power Corporation Limited (Twin Falls) and is a party with other shareholders in a
Participation Agreement which gives Churchill Falls joint control of Twin Falls. This investmentis accounted for using
the equity method. Under the equity method, theinterestin thejointventureis carried inthe Statement of Financial
Position at cost plus postacquisitionchanges in Churchill Falls’ share of net assets of the joint venture. The Statement
of Profitand Comprehensive Income reflects Churchill Falls’ share of the profit or loss of the joint venture.

Employee Benefits Liability

(i) PensionPlan
Employees participate in the Province’s Public Service Pension Plan, a multi-employer defined benefit plan.
Contributions by Churchill Falls to this Plan are recognized as an expense when employees have rendered service
entitling them to the contributions. Liabilities associated with this Planare held withthe Province.

(ii) Other Benefits
Churchill Falls provides group lifeinsurance and health care benefits ona cost-shared basis to retired employees,
in additionto a retirement allowance.

The cost of providing these benefits is determined using the projected unit credit method, with actuarial
valuations completed onan annualbasis, based on service and Management's best estimate of salary escalation,
retirement ages of employees and expected health care costs.

Actuarial gains and losses on Churchill Falls’ defined benefit obligation are recognized inreserves inthe period
in whichthey occur. Pastservice costs are recognized inoperating costs asincurred.

Theretirement benefit obligation recognized in the Statement of Financial Position represents the present value
of the defined benefitobligation.

Provisions

A provision is a liability of uncertain timing or amount. A provision is recognized if Churchill Falls has a present legal
obligation or constructive obligation as a result of past events, itis probable that an outflow of resources will be
required to settle the obligation and the amount can be reliably estimated. Provisions are not recognized for future
operating losses. The provision is measured at the present value of the best estimate of the expenditures expected to
berequired to settle the obligation using a discount rate that reflects the current market assessments of the time value
of money and the risks specificto the obligation. Provisions are re-measured at each Statement of Financial Position
dateusingthecurrentdiscountrate.

Decommissioning, Restoration and Environmental Liabilities

Legal and constructive obligations associated with the retirement of property, plant and equipment are recorded as
liabilities when those obligations areincurred and are measured as the present value of the expected costs to settle
the liability, discounted at a rate specific to the liability. The liability is accreted up to the date the liability will be
incurred with a corresponding charge to net finance income. The carrying amount of decommissioning, restoration
and environmental liabilities is reviewed annually with changes in the estimates of timing or amount of cash flows
added to or deducted from the cost of the related asset or expensed in the Statement of Profit and Comprehensive
Incomeiftheliability is short-termin nature.



CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED
NOTES TO THE FINANCIAL STATEMENTS

2.12

2.13

Revenue Recognition

Revenue from Contracts with Customers

Churchill Falls recognizes revenue from contracts with customers related to the sale of el ectricity. Revenue is measured
based on the consideration specified ina contract with a customer and excludes amounts collected on behalf of third
parties. Churchill Falls recognizes revenue when it transfers control of a product or service to a customer.

Revenue fromthesale of energy is recognized when Churchill Falls satisfies its performance obligation by transferring
energy to the customer. Sales to customers arein accordance withrates under the terms of the applicable contracts.

Leasing

Lessee Accounting

Churchill Falls assesses whether a contractis or contains alease, atinception of a contract. Churchill Falls recognizes a
right-of-use asset and a corresponding lease liability with respect to all lease agreements in which itis the lessee,
except for short-term leases (defined as |eases with a |ease term of 12 months or less) and leases of low-value assets.
For these leases, Churchill Falls recognizes the lease payments as an operating expense on a straight-line basis over
the term of the lease unless another systematic basis is more representative of the time pattern in which economic
benefits fromtheleased asset are consumed.

The lease liability is initially measured at the present value of the lease payments that are not paid at the
commencement date, discounted by using the rate implicit in the lease. If this rate cannot be readily determined,
Churchill Falls uses its incremental borrowingrate.

Lease paymentsincluded in the measurement of the lease liability comprise:

¢ Fixed (andin-substance) lease payments, less anyleaseincentives;

e variablelease paymentsthatdepend on anindex orrate;and

e payments expected under residual value guarantees and payments relating to purchase options and
renewal option periods that are reasonably certain to be exercised (or periods subject to termination
optionsthatarenotreasonably certainto be exercised).

Thelease liability is subsequently measured at amortized cost using the effective interest rate method. Lease liabilities
areremeasured, witha corresponding adjustment to the related right-of-use assets, when there is a change invariable
lease payments arising froma changein anindex or rate, or when Churchill Falls changes its assessment of whether
purchase, renewal ortermination options will be exercised.

Churchill Falls did not make any such adjustments during the periods presented.

The right-of-use assets comprise the initial measurement of the corresponding | ease liability, |ease payments made at
or before the commencement day and any initial direct costs. They are subsequently measured at cost less
accumulated depreciation and accumulated impairment losses.

Whenever Churchill Falls incurs an obligation for costs to dismantle and remove a |eased asset, restore the site on
whichitislocated or restore the underlying asset to the conditionrequired by the terms and conditions of the l ease,
a provision is recognized and measured under IAS 37 — Provisions, Contingent Liabilities and Contingent Assets. The
costs areincluded in the related right-of-use asset.

Right-of-use assets are depreciated over the shorter period of the lease term and useful life of the underlying asset. If
a lease transfers ownership of the underlying asset or the cost of the right-of-use asset reflects that Churchill Falls
expects to exercise a purchase option, the related right-of-use asset is depreciated over the useful life of the underlying
asset. Depreciation starts atthe commencement date of the lease.

-4-



CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED
NOTES TO THE FINANCIAL STATEMENTS

2.14

2.15

2.16

Variablerents thatdo notdepend onanindex or ratearenotincluded in the measurement of the lease liability and
the right-of-use asset. The related payments are recognized as an expense in operating costs in the period in which
the eventor conditionthattriggers those payments occurs.

As a practical expedient, IFRS16 permits a lessee notto separate non-lease components, and insteadaccount for any
lease andassociated non-lease components as a single arrangement. Churchill Falls has el ected to apply this practical
expedient.

Foreign Currencies

Transactions in currencies other than Churchill Falls’ functional currency (foreign currencies) are recognized using the
exchangerateineffectatthe date of the transaction, approximated by the prior month end close rate. Atthe end of
each reporting period, monetary items denominated in foreign currencies are translated at the rates of exchange in
effect at the period end date. Foreign exchange gains and losses are included in the Statement of Profit and
Comprehensive Income as other expense.

Income Taxes
Churchill Falls is exempt from paying income taxes under Section 149(1) (d.2) of the Income Tax Act.

Financial Instruments

ClassificationandInitial Measurement

Financial assets and financial liabilities are recognized in the Statement of Financial Position when Churchill Falls
becomes a party to the contractual provisions of theinstrumentandareinitially measured atfair value.

Financial assets are classified at amortized cost, fair value through other comprehensive income (FVTOCI), fair value
through profit or loss (FVTPL) or as derivatives designated as hedging instruments in an effective hedge. Financial
liabilities are classified as financial liabilities designated at FVTPL, amortized cost or as derivatives designated as
hedginginstruments in an effective hedge. Transaction costs thatare directly attributable to the acquisition or issue
of financial assets andfinancial liabilities (other thanfinancial assets andfinancial liabilities at FVTPL) are added to or
deducted from the fair value of the financial assets or financial liabilities, as appropriate, on initial recognition.
Transaction costs directly attributable to the acquisition of financial assets or financial liabilities at FVTPL are
recognizedimmediately in profit or | oss.

Financial Assets at Amortized Cost

Financial assets with contractual cashflows arising on specified dates, consisting solely of principal and interest, and
that are held within a business model whose objective is to collect the contractual cash flows are subsequently
measured atamortized cost using the effective interest rate method and are subject to impairment. Gains and losses
arerecognized inprofitor loss when the assetis derecognized, modified or impaired.

Churchill Falls’ financial assets at amortized costinclude cash, restricted cash and trade and other receivables.

Financial Assets at FVTOCI

Financial assets measured at FVTOCI are those that have contractual cash flows arising on s pecific dates, consisting
solely of principal and interest, and that are held within a business model whose objective is to collect the contractual
cash flows and to sell the financial asset. Any change in the carrying amount of these assets other than foreign
exchange gains and losses, impairment gains and losses and interest income are recognized in other comprehensive
income accumulated inthe fair value reserve. When these assets are derecognized, the cumulative gains or losses
previouslyrecognized in other comprehensiveincome are reclassified to profit or | oss.

Churchill Falls’ financial assets measured at FVTOCl include reserve fund investments.
Financial assets at FVTPL

Financial assets that do not meet the criteria for being measured atamortized cost or FVTOCI are measured at FVTPL
Financial assets at FVTPL are measured at fair value at the end of each reporting period, with any fair value gains or
losses recognized in profit or loss.



CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED
NOTES TO THE FINANCIAL STATEMENTS

2.17

Financial Liabilities at Amortized Cost
Churchill Falls subsequently measures all financial liabilities at amortized cost using the effective interest rate method.
Gainsandlosses are recognized inprofit or loss when the liability is derecognized.

Churchill Falls’ financial liabilities at amortized costinclude trade and other payables and rental and royalty payable.

Derecognition of Financial Instruments

Churchill Falls derecognizes a financial asset when the contractual rights to the cash flows from the asset expire, or
when it transfers the financial asset and substantially all the risks and rewards of ownership of the asset to another
party.

Churchill Falls derecognizes financial liabilities when, and only when, its obligations are discharged, cancelled or have
expired. The difference between the carrying amount of the financial liability derecognized and the consideration paid
and payableisrecognized in profitor loss.

Impairment of Financial Assets

Churchill Falls recognizes a loss allowance for expected credit | osses (ECL) on investments indebtinstruments that are
measured atamortized costor at FVTOCI. Theamount of ECL is updated ateach reporting date to reflect changes in
creditrisk sinceinitial recognition of the res pective financial instrument.

Churchill Falls always recognizes lifetime ECL for trade and other receivables. The ECL on these financial assets are
estimated based on Churchill Falls historical credit lossexperience, adjusted for factors that are specific to the debtors,
general economic conditions and an assessment of both the currentas well as the forecast direction of conditions at
the reporting date, including time value of money where appropriate. Churchill Falls also records 12-month ECL for
thosefinancial assets which have low credit risk and where the low credit risk exemption has been applied. The classes
of financial assets that have been identified to have low credit risk are cash and cash equivalents, restricted cashand
the reserve fund.

For all other financial instruments, Churchill Falls recognizes lifetime ECLwhen there has been a significantincreasein
creditrisk sinceinitial recognition. If, on the other hand, the creditriskon the financial instrument has notincreased
significantly since initial recognition, Churchill Falls measures the loss allowance for that financial instrument at an
amount equal to 12-month ECL. The assessment of whether lifetime ECLshould berecognized is based on significant
increases in the likelihood or risk of a default occurring since initial recognition instead of on evidence of a financial
assetbeing credit-impaired atthe reporting date or an actual default occurring.

Lifetime ECL represents the ECL that will result from all possible default events over the expected life of a financial
instrument. In contrast, 12-month ECL represents the portion of lifetime ECL that is expected to result from default
events on a financial instrument thatare possible within 12 months after the reporting date.

Government Grants
Government grants are recognized when there is reasonable assurance that Churchill Falls will comply with the
associated conditions andthat the grants will be received.

Government grants are recognized in profit or loss on a systematic basis over the periods in which Churchill Falls
recognizes as expenses the related costs for which the grants are intended to compensate. Specifically, government
grants whose primary condition is that Churchill Falls should purchase, construct or otherwise acquire non-current
assets arerecognized as deferred contributions inthe Statement of Financial Positionand transferred to the Statement
of Profitand Comprehensive Income on a systematicand rational basis over the useful lives of the related assets.
Government grants thatarereceivable as compensation for expenses or losses alreadyincurred or for the purpose of
giving immediate financial support to Churchill Falls with no future related costs are recognized in the Statement of
Profitand Comprehensive Incomeinthe periodinwhichthey become receivable.



CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED
NOTES TO THE FINANCIAL STATEMENTS

3.1

SIGNIFICANT ACCOUNTING JUDGMENTS ANDESTIMATES

The preparation of the financial statements in conformity with IFRS requires Management to make judgments,
estimates and assumptions that affect the application of accounting policies and the reported amounts of assets,
liabilities, revenues and expenses. Actual results may differ materially from these estimates. The estimates and
underlying assumptions are reviewed on an on-going basis. Revisions to accounting estimates are recognized in the
period inwhichthe estimateis reviewed if the revisionaffects only that period orin future periods.

In 2020, the outbreak of the Coronavirus disease (COVID-19) has resulted in governments worldwide enacting
emergency measures to combat the spread of the virus. Forthe year ended December 31, 2021, COVID-19 did not
have a significant financial impact on Churchill Falls’ results of operations, financial position or cash flow. There
continues to be uncertainty around the duration and magnitude of the pandemic and therefore the extent of any
future effect on the Company is unknown at this time. Management will continue to assess the impact of COVID-19 on
Churchill Falls’ operations and financial results.

Use of Judgment
(i) Assetlmpairmentand Reversals

Churchill Falls applies judgment in evaluating impairment and impairment reversal indicators based on various
internal and external factors.

The recoverable amount of a CGU or asset is determined based on the higher of fair value less costs of disposal
and its value in use. Management uses judgment in selecting discount rates and considering the occurrence of
future events when determining the recoverable amount. Changes in these factors will affect the recoverable
amount of CGUs andassets, which may resultin a material adjustmentto their carrying value.

(ii) Property, Plantand Equipment
Churchill Falls’ accounting policy relating to property, plant and equipment is described in Note 2.4. In applying
this policy, judgment is used in determining whether certain costs are additions to the carrying amount of the
property, plantandequipment as opposedto repairs and maintenance. If anasset has been developed, judgment
is required to identify the pointat which the assetis capable of being used as intended and to identify the directly
attributable borrowing costs to beincluded in the carrying value of the devel opment asset. Judgment is also used
in determining the appropriate componentization structure for Churchill Falls’ property, plantand equipment.

(iii) Determination of CGUs
Churchill Falls’ accounting policy relating to impairment of non-financial assets is describedin Note 2.7. In applying
this policy, Churchill Falls groups assets into the smallest identifiable groups for which cash flows are largely
independent of the cash flows from otherassets or groups of assets. Judgmentis used indetermining the level at
which cash flows are largely independent of other assets or groups of assets.

(iv) DiscountRates
Certain of Churchill Falls’ financial liabilities are discounted using discount rates that are subject to Management’s
judgment.

(v) Consolidation of Joint Arrangements
Management exercises judgment when applying the criteria outlined inIFRS 11—Joint Arrangements to determine
whether jointarrangements constitute joint ventures or joint operations. Management has determined that its
interestin Twin Fallsis considered a joint venture.
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3.2 Use of Estimates

(i) Property, Plantand Equipment
Amounts recorded for depreciation are based on the useful lives of Churchill Falls’ assets. The useful lives of
property, plant and equipment are determined by independent specialists and reviewed annually by Churchill
Falls. These useful lives are Management’s best estimate of the service lives of these assets. Changes to these lives
could materially affect the amount of depreciation recorded.

(i) Decommissioning Liabilities
Churchill Falls recognizes a liability for the fair value of the future expenditures required to settle obligations
associated with the retirement of property, plant and equipment. Decommissioning liabilities are recorded as a
liability at fair value, with a corresponding increase to property, plant and equipment. Accretion of
decommissioning liabilities is includedin the Statement of Profit and Comprehensive Income through net finance
income. Differences between the recorded decommissioning liabilities and the actual decommissioning costs
incurred arerecorded as a gain or loss in the settlement period.

(iii) Employee Benefits
Churchill Falls provides group life insurance and health care benefits on a cost-shared basis to retired employess,
in addition to a severance payment upon retirement. The expected cost of providing these other employee
benefits is accounted for on anaccrual basis, and has been actuarially determined using the projected unit credit
method prorated onservice, and Management’s best estimate of salary escalation, retirement ages of employees
and expected health care costs.

4. CURRENT AND FUTURE CHANGES IN ACCOUNTING POLICIES

The following is a list of standards/interpretations that have been issued and are effective for accounting periods
commencing on or afterJanuary1, 2022, as specified.

e IAS 37 —Provisions, Contingent Liabilities and Contingent Assets —Onerous Contracts —Costs of Fulfilling a Contract
(Amendments to IAS 37)*

e IAS 1 - Presentation of Financial Statements —Classification of Liabilities as Current or Non-Current (Amendments
tolAS1)?

e IAS 1—Presentation of Financial Statements— Disclosure of Accounting Policies (Amendments to IAS 1)?

e JAS 8- Accounting Policies, Changes in Accounting Estimates and Errors —Definition of Accounting Estimates
(Amendments to IAS 82

Effective for annual periods beginning on or after January 1,2022, with earlier application permitted.
2gffective for annual periods beginning on or after January 1, 2023, with earlier application permitted.

4.1 IAS 37 —Provisions, Contingent Liabilities and Contingent Assets —Onerous Contracts — Costs of Fulfilling a

Contract (Amendmentsto IAS37)

The amendments to IAS 37 specify that the cost of fulfilling a contract comprises the costs that relate directly to the
contract. Costs that relate directlyto a contract can either be incremental costs of fulfilling that contract, such as direct
labourand materials, or anallocation of other costs that relate directly to fulfillingcontracts, such as the allocation of
the depreciationcharge for anitem of property, plant and equipment used in fulfilling the contract. These amendments
apply to contracts for which the entity has not yet fulfilled all its obligations atthe beginning of the annual reporting
period in which the entity first applies the amendments and are currently not applicable to Churchill Falls, however,
may apply to future transactions.
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4.2

43

44

IAS 1 — Presentation of Financial Statements — Classification of Liabilities as Current or Non-Current (Amendments
tolAS 1)

The 1ASB issued amendments to IAS 1 to promote consistency in applying the requirements by helping companies
determine whether, in the Statement of Financial Position, debt and other liabilities with an uncertain settlement date
should beclassified as current (due or potentially due to be settled within one year) or non-current. The classification
is based on rights thatarein existenceatthe end of the reporting period andspecify that classification is unaffected
by expectations about whether an entity will exerciseits right to defer settlement of a liability. The amendments are
applied retrospectively upon adoption. Managementis currently assessingthe amendments and any potential impact
on Churchill Falls’ financial statements.

IAS 1 — Presentation of Financial Statements—Disclosure of Accounting Policies (Amendments to IAS 1)

The IASB issued amendments to IAS 1, which change the requirements with regard to the disclosure of accounting
policies. Theamendments replace allinstances of the term ‘significant accounting policies’ with ‘material accounting
policy information’. Accounting policy information is material if, when considered together with other information
included inanentity’s financial statements, it canreasonably be expected to influence decisions that the primary users
of general purpose financial statements make on the basis of those financial statements. The application of these
amendments is not expected to have an impact on Churchill Falls’ financial statements.

IAS 8 — Accounting Policies, Changes in Accounting Estimates and Errors — Definition of Accounting Estimates
(Amendments to IAS 8)

The IASB issued amendments to | AS 8 to clarify the distinction between changes inaccounting estimates and changes
in accounting policies and the correction of errors. The amendments are intended to improve the understanding of
the existing requirements andtherefore are not expected to have animpact on Churchill Falls’ financial statements.

TRADE AND OTHER RECEIVABLES

As at December 31 (thousands of Canadian dollars) 2021 2020
Duefromrelated parties 21,537 18,290
Other receivables 4,950 2,760

26,487 21,050

Other receivables include HST and other miscellaneous amounts.

As at December 31 (thousands of Canadian dollars) 2021 2020
0-60days 26,055 20,835
60+days 432 215
26,487 21,050
INVENTORIES
As at December 31 (thousands of Canadian dollars) 2021 2020
Materials and other 16,054 15,533
Constructionaggregates 2,600 2,600
Fuel 137 87
18,791 18,220

The costofinventories recognized as anexpense during theyear is $2.0million (2020 - $1.9 million) and isincluded in
operating costs inthe Statement of Profitand Comprehensive Income.
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7. PROPERTY, PLANT AND EQUIPMENT

Hydroelectric Transmission Service
Generation and Facilities Construction
(thousands of Canadian dollars) Plant Distribution andOther inProgress Total
Cost
BalanceatJanuary 1,2020 889,471 322,536 238,315 21,699 1,472,021
Additions - - - 63,414 63,414
Decommissioning liabilities and revisions - (280) - - (280)
Other adjustments - (622) (32) - (654)
Disposals (474) (3,729) (348) - (4,551)
Transfers 3,800 23,895 8,608 (36,303) -
BalanceatDecember 31,2020 892,797 341,800 246,543 48,810 1,529,950
Additions - - - 72,958 72,958
Decommissioning liabilities and revisions - (250) - - (250)
Other adjustments - (109) - - (109)
Disposals (4,517) (928) (255) - (5,700)
Transfers 38,686 26,399 26,649 (91,734) -
Balance at December31,2021 926,966 366,912 272,937 30,034 1,596,849
Depreciation
BalanceatlJanuary1,2020 450,777 141,609 108,841 - 701,227
Depreciation 14,191 6,585 9,538 - 30,314
Disposals (393) (2,116) (282) - (2,791)
BalanceatDecember 31,2020 464,575 146,078 118,097 - 728,750
Depreciation 14,458 6,953 9,154 - 30,565
Disposals (3,339) (750) (220) - (4,309)
Balance at December31,2021 475,694 152,281 127,031 - 755,006
Carryingvalue
BalanceatJanuary 1,2020 438,694 180,927 129,474 21,699 770,794
BalanceatDecember 31,2020 428,222 195,722 128,446 48,810 801,200
Balance at December31,2021 451,272 214,631 145,906 30,034 841,843

8. RESERVE FUND

In 2007 Churchill Falls commenced the creation of a $75.0 million segregated reserve fund pursuant to the terms of
the Shareholders' Agreement to contribute towards the funding of capital expenditures related to Churchill Falls'
existing facilities and their replacement. In December 2021, $9.4 million was invested (2020 - $18.8 million) into the
fund as part of the Shareholders' Agreement to reestablishthe $75.0 million withdrawn inrecent years.

This fund mustremainin place until theend of the Shareholders' Agreementin 2041. Any amounts removed to fund

capital expenditures must be replaced. Reserve fund holdings consist of securities issued by the Government of
Canada, various provinces of Canada andSchedule 1 and 2 Canadian Chartered Banks.

-10-
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10.

The reserve fund movements during theyear are as follows:

As at December 31 (thousands of Canadian dollars) 2021 2020
Reservefund, beginning of theyear 58,487 38,061
Principal contributions 9,375 18,750
Mark-to-market adjustment (1,636) 1,676
Reservefund, end of theyear 66,226 58,487
Less:current portion (9,696) (4,208)
56,530 54,279

The remaining reserve fundcontributionin 2022 will restore the $75.0 millionrequired reserve fund balance.

TRADE AND OTHER PAYABLES

As at December 31 (thousands of Canadian dollars) 2021 2020
Trade payables and accruals 33,361 45,143
Dueto related parties 1,374 1,107
Other payables 4,098 2,418

38,833 48,668

Other payablesinclude HST and other miscellaneous amounts.

DEFERRED CONTRIBUTIONS

Churchill Falls has received contributions primarilyfrom Transport Canada related to the airport. These contributions
aredeferred and amortized to other revenue over the life of the related items of property, plantand equipment.

As at December 31 (thousands of Canadian dollars) 2021 2020
Deferred contributions, beginning of theyear 9,223 9,876
Additions - 38
Amortization (700) (691)
Deferred contributions, end of theyear 8,523 9,223
Less:currentportion (701) (690)
7,822 8,533
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11.

12.

121

12.2

DECOMMISSIONING LIABILITIES
Churchill Falls has recognized liabilities associated with the disposal of Polychlorinated Biphenyls (PCB).

The reconciliation of the beginning and ending carrying amounts of decommissioning liabilities as at December 31,
2021and2020areasfollows:

As at December 31 (thousands of Canadian dollars) 2021 2020
Decommissioning liabilities, beginning of the year 1,000 1,285
Accretion 11 32
Liabilities settled (142) (37)
Revisions (250) (280)
Decommissioning liabilities, end of the year 619 1,000

The total estimated undiscounted cash flows required to settle the PCB obligations at December 31, 2021 are $0.6
million (2020 - $1.2 million). Payments to settle the liability are expected to occur between 2022 and 2025. The fair
value of the decommissioning liabilities was determined using the present value of future cash flows discounted at the
Company's credit adjusted riskfree rate of 2.0% (2020 - 0.9%).

EMPLOYEE FUTURE BENEFITS

Pension Plan

Employees participate in the Province’s Public Service Pension Plan, a multi-employer defined benefit plan. The
employer’s contributions for the year ended December 31,2021 of $2.5 million (2020- $2.4 million) are expensed as
incurred.

Other Benefits

Churchill Falls provides group lifeinsurance and healthcare benefits on a cost shared basis to retired employees, and
in certaincases, theirsurviving spouses, in addition to a retirement allowance. For the year ended December 31, 2021,
cash payments to beneficiaries for its unfunded other employee future benefits were $0.7 million (2020- $0.9 miillion).
An actuarial valuation was performed as at December 31, 2021.

As at December 31 (thousands of Canadian dollars) 2021 2020

Accrued benefit obligation
Balance, beginning of theyear 36,899 34,684
Currentservice cost 1,722 1,578
Interest cost 1,033 1,146
Transfers(a) (211) 91
Benefits paid (700) (871)
Actuarial (gain) loss (5,742) 271

Balance, end of theyear 33,001 36,899

(a) When an employee transfers to/from a related party, the associated accrued benefit obligationis allocated to each
respective party based on years of service.

For the year ended December 31 (thousands of Canadian dollars) 2021 2020
Component of benefit cost
Currentservice cost 1,722 1,578
Interest cost 1,033 1,146
Total benefitexpensefor theyear 2,755 2,724
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13.

13.1

The significantactuarialassumptions usedin measuring the accrued benefit obligations and benefit expenses are as

follows:

2021 2020
Discountrate - benefit cost 2.70% 3.20%
Discountrate-accrued benefit obligation 3.35% 2.70%
Rate of compensation increase 3.50% 3.50%
Assumed healthcaretrend rates:

2021 2020
Initialhealthcare expensetrend rate 5.53% 5.64%
Costtrend declineto 3.60% 3.60%
Currentrate5.53%, reducing linearly to 3.6%in 2040 and thereafter
A 1%changein assumed healthcare trend rates would have had the following effects:
Increase (thousands of Canadian dollars) 2021 2020
Currentserviceandinterest cost 580 552
Accrued benefitobligation 5,158 6,228
Decrease (thousands of Canadian dollars) 2021 2020
Currentserviceandinterest cost (416) (399)
Accrued benefitobligation (3,935) (4,707)
SHAREHOLDERS’ EQUITY
Share Capital
As at December 31 (thousands of Canadian dollars) 2021 2020
Common shares without nominal or par value

Authorized - unlimited
Issued, fully paid and outstanding- 8,759,999 82,900 82,900

Preferred shares without nominal or par value
Authorized -3
Issued, fully paid and outstanding-3

Additional shares cannot be issued without the approval of a majority of the directors on the Board of Directors,
including atleast onedirector nominated by Hydro and one director nominated by Hydro-Québec.

The preferred shares are divided into three classes, one of each has been issued, and the dividends thereon, which

rank ahead of dividends on commonshares, are as follows:

The Class ACumulative Preferred Shareholder is entitled to dividend payments calculated as theamount equal to the
income taxes which would have been received by the Province had Churchill Falls continued to be a taxable

corporation.

The Class B and Class C Redeemable Cumulative Preferred Shareholders are no longer entitled to receive dividends.
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13.2 Dividends Paid and Proposed

14.

15.

16.

For the year ended December 31 (thousands of Canadian dollars) 2021 2020
Declared during theyear
Final preferred dividendfor prioryear 669 700
Interim preferred dividend for current year 10,535 6,931
11,204 7,631
Proposed for approval, notrecognized as payable at December 31
Final dividend underpayment for currentyear 893 669
During 2021, Churchill Falls did not pay any common dividends (2020- $nil).
NETFINANCE INCOME
For the year ended December 31 (thousands of Canadian dollars) 2021 2020
Financeincome
Interestonreserve fund 1,285 616
Bank interestincome 870 1,281
2,155 1,897
Finance expense
Accretion of decommissioning liability 11 32
Other interest expense 44 44
55 76
Net financeincome 2,100 1,821

OTHER REVENUE

In 2019, Churchill Falls received judgment from the Québec Court of Appeal regardinga Motion for Declaratory
Judgment filed by Hydro-Québec, relating to the interpretation of the 1969 Power Contract between Churchill Falls
and Hydro-Québec and the associated Renewal Contract. In August 2021, Churchill Falls and Hydro-Québecreacheda
Settlement Agreement regarding the Declaratory Judgment case surrounding the interpretation of the Renewed Power
Contract, whichcameinto effect September 1,2016, andalignment on a final Annual Energy Base, which establishes

Hydro-Québec’s annualenergy entitlement for the term of the contract.

OPERATING COSTS

For the year ended December 31 (thousands of Canadian dollars) 2021 2020
Salaries and benefits 40,943 40,318
Maintenance and materials 9,893 9,745
Insurance 4,303 3,653
Professional services 2,998 2,567
Other operating costs 793 2,016

58,930 58,299
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17.

18.

18.1

OTHER EXPENSE

For the year ended December 31 (thousands of Canadian dollars) 2021 2020

Rental and royalty 9,166 6,546

Loss on disposal of property, plantandequipment 1,064 1,760

Other asset disposal costs - 2

Realizedforeign exchange (gain) loss (1) 8

Unrealized foreign exchange loss (gain) 2 (4)

10,231 8,312

FINANCIAL INSTRUMENTS

Fair Value

The estimated fair values of financial instruments as at December 31, 2021 and 2020 are based on relevant market
prices and information available at the time. Fair value estimates are based on valuation techniques which are
significantly affected bythe assumptions used, including the amount and timing of future cash flows and discount rates
reflecting various degrees of risk. As such, the fair value estimates below are not necessarilyindicative of the amounts
that Churchill Falls might receive or incur in actual market transactions.

As a significant number of Churchill Falls’ assets and liabilities do not meet the definition of a financial i nstrument, the
fair value estimates below do notreflect the fair value of Churchill Falls as awhole.

Establishing Fair Value
Financial instruments recorded at fair value are classified using a fair value hierarchy that reflects the nature of the
inputs used in making the measurements. The fairvalue hierarchy has the following levels:

Level 1 - valuationbased on quoted prices (unadjusted) inactive markets foridenticalassets or liabilities.

Level 2 - valuation techniques based on inputs other than quoted prices included in Level 1 thatare observable for the
assetor liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices).

Level 3 - valuation techniques using inputs for the asset or liability that are not based on observable market data
(unobservableinputs).

The fair value hierarchy requires the use of observable market inputs whenever such inputs exist. A financial
instrument is classified to the lowest level of the hierarchy for which a significant input has been considered in
measuring fair value. For assets and liabilities that are recognized at fair value on a recurring basis, Churchill Falls
determines whether transfers have occurred between levelsin the hierarchy by reassessingcategorization (based on
the lowest level input thatis significant to the fairvalue measurementas a whole) atthe end of eachreporting period.
There were no transfers between Level 1,2 and 3 during the years ended December31,2021and 2020.

As atDecember 31,2021and 2020, Churchill Falls did not have anyLevel 3 instruments.

Carrying Fair Carrying Fair
Level Value Value Value Value
(thousands of Canadian dollars) 2021 2020
Financial assets
Reservefund 2 66,226 66,226 58,487 58,487

The fair values of cash, restricted cash, trade and other receivables, trade and other payables, andrental and royalty
payable approximate their carrying values dueto their short-term maturity.

-15-



CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED
NOTES TO THE FINANCIAL STATEMENTS

18.2

The fair values of Level 2 financial instruments are determined using quoted pricesin active markets, which insome
cases areadjusted for factors specific to the asset or liability. Level 2 fair values of other riskmanagement assets and
liabilities are determined using observable inputs other than unadjusted quoted prices, such as interest rate yield
curves and currency rates.

Risk Management

Churchill Falls is exposed to certain credit, liquidity and market risks through its operating, financing and investing
activities. Financial risk is managed in accordance with a Board approved policy, which outlines the objectives and
strategies for the management of financial risk, including the use of derivative contracts. Permitted financial risk
management strategies areaimed at minimizing the volatility of Churchill Falls' expected future cash flows.

Credit Risk

Expected future cash flows are exposed to credit risk through operating activities, primarily due to the potential for
non-performance by customers, and through financing activities, based on the risk of non-performance by
counterparties to financial instruments. The degree of exposure on cash, restricted cash, trade and other receivables,
the reserve fund andis determined by the financial capacity and stability of those customers and counterparties. The
maximum exposure to credit risk on these financial instruments is represented by their carrying values on the
Statement of Financial Position at the reporting date.

Credit exposure on trade and other receivables is limited, as Churchill Falls’ two main customers Hydro and Hydro-
Québec are investment grade utilities. As at December 31, 2021, there was no allowance for doubtful accounts
associated with these customersincluded intrade and other receivables (2020 - $nil).

Credit risk on cash and restricted cash is limited, as Churchill Falls’ cash deposits are held by a Schedule 1 Canadian
Chartered bank with a rating of A+ (Standard and Poor’s).

Credit exposure on the reserve fund is mitigated by adhering to an investment policy which restricts the holdings to
long-term debtinstruments issued or guaranteed bythe Government of Canada or any province of Canada. Investment
in the long-term debt instruments of Canadian banks are also permitted, provided the bank is rated A or higher by
Standard and Poor’s. With the exception of Government of Canada, holdings of any oneissuer are limited to 10% of
the total principal amount of the portfolio. The following credit risk table provides information on credit exposures
accordingtoissuer type and credit rating for thereserve fund:

Fair Value Fair Value

Issuer of Portfolio Issuer of Portfolio

CreditRating (%) CreditRating (%)

2021 2020

Provincial Governments AA-to AAA 10.58% AA- to AAA -
Provincial Governments A-to A+ 38.14% A- to A+ 40.58%
Provincially owned utilities AA-to AAA- 4.82% AA- to AAA- 8.26%
Provincially owned utilities A-to A+ 5.30% A-to A+ 6.00%
Schedule 1 Canadianbanks AA-to AAA- 15.59% AA- to AAA- 18.53%
Schedule 1 Canadianbanks A-to A+ 25.57% A-to A+ 26.63%
100% 100%

LiquidityRisk

Churchill Falls is exposed to liquidity risk with respect to its contractual obligations and financial liabilities. Churchill
Falls manages this risk by maintaining borrowing facilities, a minimum cash balance of $24.0 million (2020 - $23.0
million) and business interruption insurance. Short-term liquidity is provided through cash on hand, funds from
operationsanda $10.0million (2020 - $10.0 million) unsecured credit facility. Long-term liquidity risk is managed by
maintenance of the reserve fund in accordance with the June 1999 shareholders’ agreement and a dividend
management policy that meets long-term liquidity requirements associated with Churchill Falls’ capital expenditure
program.
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19.

The following are the contractual maturities of Churchill Falls’ financial liabilities, including principal and interest, as at
December 31,2021.

(thousands of Canadian dollars) <1Year 1-3 Years 3-5Years >5Years Total
Tradeand other payables 38,833 - - - 38,833
Rental and royalty payable 9,154 - - - 9,154

47,987 - - - 47,987
Market Risk

Churchill Falls is exposed to possible market price movements that could impact expected future cash flow and the
carrying value of certain financial assets and liabilities.

Interest Rates

Changes in prevailing interest rates will impact the fair value of financial assets and liabilities classified as FVTOC,
which includes the reserve fund. Expected future cash flows from these assets and liabilities are also impacted in
certaincircumstances, such as when reserve fund securities are sold prior to maturity.

The impactofa 0.5% changein interest rates associated with the reserve fund on Other comprehensive incomeis as
follows:

(thousands of Canadian dollars) Decrease Increase
Intereston reservefund 832 (818)

Foreign Currency and Commodity Exposure

Churchill Falls does not hold any financial instrument whose value would vary due to changes in a commodity price.
Cash flow exposure to commodity price and foreign exchange risk arises primarily through investing activities, most
notably US dollar denominated capital expenditures, and regular procurement activities. The exposure, however, is
considered immaterial.

RELATED PARTY TRANSACTIONS

Churchill Falls enters into various transactions with its shareholders and other affiliates. These transactions occur
within the normal course of operations and are measured at the exchange amount, which is the amount of
consideration agreed to by the related parties. Related parties with which Churchill Falls transacts are as follows:

Related Party Relationship

Hydro 65.8% shareholder of Churchill Falls
Hydro-Québec 34.2% shareholder of Churchill Falls
The Province 100% shareholder of Nalcor

Nalcor 100% shareholder of Hydro

Twin Falls Jointly controlled by Churchill Falls
Labrador Transmission Corporation 100% owned subsidiary of Nalcor
Muskrat Falls Corporation 100% owned subsidiary of Nalcor
Labrador-Island Link Limited Partnership 100% owned subsidiary of Nalcor

Routine operating transactions with related parties aresettled at prevailing market prices under normal trade terms.
Outstanding balances dueto or fromrelated parties are non-interest bearing with no set terms of repayment, unless
otherwisestated.
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19.1

20.

The amountsincluded inthefinancial statements forrelated party transactions are as follows:

As at December 31 (thousands of Canadian dollars) Related party 2021 2020
Trade and other receivables:

Energy sales Hydro-Québec 6,682 4,921
Guaranteed winter availability Hydro-Québec 8,291 7,763
Energy salesandother Hydro 4,243 4,033
Engineering, technical, management andadministrative services Other 280 2
Engineering, technical, management andadministrative services Hydro-Québec 2,041 1,571
Trade and other payables:

Engineering, technical, managementandadministrative services Other 1,374 1,107
Rental and royalty payable The Province 9,154 6,546
Forthe year ended December 31 (thousands of Canadian dollars) 2021 2020
Energy sales:

Long-term power contract Hydro-Québec 63,146 57,993
Long-term power contracts Hydro 48,388 48,248
Guaranteed winter availability:

Guaranteed winter availability contract Hydro-Québec 37,679 36,990
Other revenue:

Annual EnergyBase & excess energy settlement Hydro-Québec 24,290 -
Operating (recovery) costs:

Engineering, technical, management and administrative services Hydro-Québec (809) (2,148)
Engineering, technical, management andadministrative services Hydro 687 481
Rental and royalty expense The Province 9,166 6,546
Engineering, technical, managementandadministrative services Other 2,466 2,517

Key Management Personnel

Compensation for key management personnel, which Churchill Falls defines as its executives who have the primary
authority and responsibility in planning, directing and controlling the activities of the entity, includes compensation
for senior executives. Salaries and employee benefits include base salaries, performance contract payments, vehicle
allowances and contributions to employee benefit plans. Post-employment benefits include contributions to the

Province’s Public Service Pension Plan.

For the year ended December 31 (thousands of Canadian dollars) 2021 2020
Salaries and employee benefits 288 361
Post-employment benefits 29 37

317 398

COMMITMENTS AND CONTINGENCIES

(a) Outstanding commitments for capital projects total approximately $14.4 million as at December 31, 2021

(2020 - $32.1million).

(b) Churchill Fallsis subjectto legal claims with respect to power delivery, construction, impact on land use and other
various matters. For somelegal claims, itis not possible at this time to predict with any certainty the outcome of
such litigation. Should these claims result in an unfavourable outcome for Churchill Falls, they may have a

significant adverse effect on Churchill Falls’ financial position.
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21.

22.

(c) In December of 2021, CF(L)Co entered into an agreement for the sale of excess energy to Hydro Quebec. The
Agreement has a termof 5 years.

(d) Water Management Agreement (WMA) was enacted by the Board of Commissioners of Public Utilities between
Churchill Fallsand Nalcor. Nalcor subsequently assigned the WMA to Muskrat Falls. The agreement provides for
coordinated production for the efficient use of water on the Churchill River system by ensuring that water is
available to meet delivery requirements and contractual commitments for both Churchill Falls and Muskrat Falls,
while maximizing the energy produced from the water resource. As at December 31, 2021 Muskrat Falls has
stored approximately 1.3 Twh of energy inthe Churchill Falls reservoir.

CAPITAL MANAGEMENT

Churchill Falls’ objective when managing capital is to maintain its ability to continue as a going concern. Churchill Falls’
requirements for capital in the future are expected to remain consistent, in line with the aging of the plantandrelated
infrastructure and the execution of the long-term asset management plan. The focus ofthe capital management policy
is to provide flexibility to ensure cashcontinues to be available to satisfy capital requirements. Managing the level of
common dividend payments is a key aspect of ensuring the availability of funding to maintain the plant and
infrastructure.

At present, the capital position of Churchill Fallsis comprised entirely of equity capital (issued capital, shareholder
contributions, reserves andretained earnings). The capital structure is adjusted through the amount of dividends paid
to shareholders.

Churchill Falls maintains a $10.0 million Canadian or US equivalent unsecured operating credit facility with its banker.
Advances may take the form of a Prime Rate advance or the issuance of a Bankers' Acceptance (BA) with interest
calculated at the Prime Rate or prevailing Government BA Fee. The facility provides coverage for overdrafts on Churchill
Falls' bank accounts, with interest calculated at the Prime Rate. There were no amounts drawn on this facility as at
December 31,2021(2020- Snil).

Churchill Falls hasissued threeirrevocable letters of credit totalling $2.0 million (2020—-52.0 million), $1.0 million of
which does not impact the borrowing limit of the operating credit facility (2020 - $1.0 million). The letters of credit
ensure satisfactory management of its waste management system and compliance with a certificate of approval for
the transportation of special and hazardous wastes, granted by the Provincial Department of Environment and
Conservation.

SUPPLEMENTARY CASH FLOW INFORMATION

Forthe year ended December 31 (thousands of Canadian dollars) 2021 2020
Trade and other receivables (5,535) 5,075
Inventories (571) (1,306)
Prepayments (22) (517)
Tradeand other payables (9,680) 13,057
Rental and royalty payable 2,608 (337)
Changein non-cashworking capital balances (13,200) 15,972
Related to:
Operating activities (13,809) 11,629
Investing activities 609 4,343
(13,200) 15,972
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23. SUBSEQUENT EVENT

OnJanuary 25,2022 Churchill Falls purchased Wabush Resources Inc.'s 12.5% interest and Wabush Iron Co.
Limited's 4.6% interestin Twin Falls Power Corporation Limited, increasing the ownershipshareto 50.4%.
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